
 

Input/Output Economic Model  

ISSUE 

The Legislative Fiscal Bureau (LFB) recently acquired an input/output economic model which 
measures the linkages between the economic sectors in Iowa and can serve to provide an 
estimate of the impact of various changes to Iowa's economy.  

BACKGROUND 

With approval of the Legislative Council, the LFB has been working with representatives of 
the Regional Economics Applications Laboratory (REAL) to develop the Iowa Region 
Econometric Input-Output Model (IREIM).  The IREIM is an economic model designed to 
project and chart future economic scenarios for Iowa based upon national, regional, state, 
and sector specific data.  Categories of economic activity include:  Agriculture, Mining, 
Construction, Manufacturing, Transportation/Communication/Utilities, Wholesale/Retail 
Trade, Finance/Real Estate, Services, and Government.  These catagories are comprised of 
36 specified sectors.   

The consultants from REAL have analyzed the sectoral data used to establish the model.  
They determined the current State economy mirrors the national economy in projected growth 
in the services sector, with 240,000 additional jobs anticipated by the year 2000.  Attachment 
A summarizes the consultants' comments on Iowa's current and projected economy. 

The input/output model provides a framework to collect, categorize and analyze data on the 
industry and sector structures of Iowa's economy and the interdependence between them.  
The model is based on identifying which inputs and finished products are purchased within 
the State from other sectors, which inputs are purchased outside of the State, and which 
finished products are exported outside the State.  Using the model as a tool to understand 
these economic linkages can enable policymakers and public officials to better target 
industries for economic development within the State.  The model can help determine if the 
State of Iowa benefits more by targeting economic dollars into a manufacturing industry, or if 
greater benefits are earned by targeting dollars into the wholesale and retail trade sector. 

The user can introduce an expected change, or shock into the model, and then interpret the 
results on the Iowa economy.  For example, if news of an expansion in the financial and 
insurance sector were announced, an increase in employment could be entered into the 
input/output model.  The model would help to assess what the total (both direct and indirect) 
effect would be on not only the financial and insurance services sector, but also on other 
sectors in the Iowa economy, enabling the user to estimate the total effect on employment, 
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income, and output for the State.  Again, this is possible because the linkages between sectors of 
the Iowa economy is an integral part of the model.  

The model will yield results showing the impacts of changes in final demand on statewide income, 
output, and employment.  The model will also produce various measures called  multipliers.  An 
employment multiplier will produce a ratio of total change in employment that is estimated to occur 
as a result of each employee change in a specific sector.  An income multiplier will produce a ratio 
of change in total income resulting from each dollar change in income in a specific sector.  An 
output multiplier will produce the ratio of total change in output resulting from each dollar change in 
output in a specific sector. 

CURRENT SITUATION 

Staff are now prepared to take requests for information and incorporate the model as a tool in 
making policy decisions.   Attachment B is a sample of the analysis that can be done when an 
impact is introduced to the IREIM model. 

RECOMMENDED MODEL USES 

The IREIM model is best used as a tool for evaluating the impact of a proposed project, evaluating 
alternative uses of funds, comparing alternative projects, and evaluating proposed legislation.  The 
model can also be used to look at long-term movements or growth rates in the economy.  It is not 
appropriate to use the model to determine the impact of very small changes or to make specific 
forecasts. 

The 2 attachments show examples of the analysis which can be done.  Please feel free to bring 
questions and requests to our staff.  
 
 
STAFF CONTACT:   Alice Wisner  (Ext. 14612) 
  Paul Durand  (Ext. 14611)                                                 
 Leroy McGarity  (Ext. 17942) 
   Jon Muller (Ext. 15270) 
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